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NOTE TO CORRESPONDENTS October 10, 1974

Attached are tables which illustrate the effect of
the proposed 5 percent Surcharce on families and individual

taxpayers in varying tax situationms.
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Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Families

(dollars)

Adjusted gross income (wages)

15 000:16,000:17,000:18000:20,000:25,000:30000:40,000:50,000

Present 1aw t8X ....vvveeccocrocccccoocosnscsoscscossas

SUXCharge eeeseeecoceavsssoncacsoscossesassassnssssone

Surcharge as percent of present tax (%) ..... cecene

1,699 1,882

2,064 2,247 2,660 3,750 4,988 7,958 11,465
12 21 42 97 158 307 482

0.6 0.9 1.6 2.6 3.2 3.9 4,2

Office of the Secretary of the Treasury
Office of Tax Analysis

Note: Calculated assuming 17 percent itemized deductions.

October 9, 1974



Illustrations of the Effect of the 5 Percent Surcharge

on Single Persons

(dollars)

: Adjusted gross income (wages)
:7,500:8,000:9,000:10,000:15,000:20,000:25,000:30,000:40, 000

Present 1aw taxX .....eceeveccoccrsocccacososcosonses 995 1,087 1,283 1,482 2,549 3,783 5,230 6,850 10,515

Surcharge ....c.eceeveecerceccrcssoccoccoccsnccnsssns 0 4 14 24 78 139 212 293 476

Surcharge as a percent Of present tax (%) 6scecsescen - 004 1.1 1.6 3-1 3.7 4.1 4.3 4.5

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis

Note: Calculated assuming 17 percent itemized deductions or minimum standard deduction if more favorable.



Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Families
Case A: ® 0 0 & 00 000 0 0O P OO O OB S 9SO G OO S ONDN $15’000 inccme
/Case B: ECIE BRI I R I I - IR I I I R IR B N R RN R BB N B B B N A ) $20’000 1ncme

Case C: o.-ono'n.lot.coo‘.o..'o.c.o.n-.oooo. $50’000 incme

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis




Case A: $15,000 Income

Wages (adjusted gross income) ....eceeeevsccssssossocosceacoess 915,000
Less four personal exemptions (@ $750) ..iceeevcvcccccvecsesoss =3,000

Less deductions for personal expenses (assumed 17 percent
Of incme) © @ ® O 8 0 86 00 OO S0 GO PO PO S SO PO OSSO eSO SO eD -2’550

Equals taxable income ......cecevevivecncesiacroncoransocsnces 9,450
Tax before surcharge ........,....,......,......Q.....,.......‘ 1,699
Less surcharge floor for joint returns ....cccecececcececcscns -1,820
Equals tax subject to surcharge ...cececcesccesccscosacscccescs 0
Five percent surcharge ...eeeececccconcocescsscarssossosossccosne 0
Tax after surcharge D R R LEE 1,699

Tax increase (surcharge) as percent of present law tax ...c..e. 0

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis




Case B: $20,000 Income

Wages (adjusted gross inCome) ....ceveececscncscossasccoscosss 520,

Less four personal exemptions (@ $750) ..eveevcceccccsrcccconse =3,

Less deductions for personal expenses (assumed 17 percent

000

000

of‘income) Ceeesesesesecrcesssrsecisisesacnsnsesesasennsnses =3,400
Equals taxable income R R IR TP PPR PP PRI 13,600
Tax before surcherge .....;...........................;....... 2,660
Less surcharge fioor for joint TELUINS tivcevsovsvcsccansaness 21,820
Equals tax sﬁbject to eurcharge\.............;....;........,.. 840
Five éercenr surcharge .............;Q........;;......,....... 42

Tax after SurCharge ..l’..?.....!....l'.'.00".'.'......0....‘0‘ 2’

Tax increase (surcharge) as percent of present law tax .......

702

1.6%

Office of the Secretary of the Treasury October 8, 1974

Office of Tax Analysis



Case C: $50,000 Income

Wageé (adjusted grbss income),.....................;.....,..., $50,000
Less four personal exemptions (@ $750) .seceveececonccesensecso =3,000

Less deductions for personal expenses (assumed 17 percent
Of 1ncm‘e) L BRI A BN R B B RN B R B BN RN A I RN NE N BN BN R N R BN R RN BN BE NE R RN N NN NN R NN RN ORE N BN RN A Y I ) -8'500

Equals taxable income .....u....................;.....,.......v 38,500
Tax before SUrCharge .c.cecocesevctoscotoccncocosossrssconnces 11,465
Less surcharge floor for joint returns ...eesececcosscsasecsss =1,820
Equals tax subject to surcharge ettt et e eeiaaenn 9,645
Five percent SUrCharge ...cevoececscscrcossscsccncnssscsasasne 482
Tax after surcharge ..;.;..................................... 11,947

Tax increase (surcharge) as percent of present law tax ....... 4.2%

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Single Taxpayers
Case D~ .-......‘...'.'.....'.......'..;.. $7’500 1tlcme
Case E 000 080000008000 0000CCIOICORORRITITES $10.000 income

.Case F c.".noooct‘..ooo..r.‘t00.00..-.0‘. $15’000 incmle

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis



Case D: $7,500 Income

Wages (adjusted gross income) ctessecesresareresesressccacenns

$7,500
Less.one personal exemptions (@ $750) teceaccncscacercnnasses =750
Less deductions for personal expenses (assumed 17 percent
of income) or minimum standard deduction.cscecececsccoccscsces -1,300
Equals taxable income ceveetscestciceteirisatisiotsatactsrseees 5,450
Tax before SUICHATEE +vcvveviecessescesserssesacessnssnsenanse 995
Less surcharge floor for single YEtUTNS .evvecaccsssosncoascnes =995
Equals tax subject to surcharge ...........;.................. 0
Five percent su:charge ...;...........................;....... 0
Tax after sSurcharge ..eceesecsecescscsososssscsccnssccsenscasss 995
Tax increase (surcharge) as percent of present law taX e.ce.e. 0
Office of the Secretary of the Treasury Ogtobet-B, 1974

Office of Tax Analysis



Case E: $10,000 Income

Wages (adjusted gross income) e eeeencecaerecsecetnensosonsas $10,000
Less one personal exemptions (@ $750) ..cevecceccescrscccorse -750

Less deductions for personal expenses (assumed 17 percent

OFf INCOME) +ivvvsrenrasrsnosranosenanassassesnnsasasonsanses =1,700
Equals taxable income 7,550
Tax before surcharge ............................;.........;.. 1,482
LeSé surcharge floor for singk retuUrns ....ceceecececcscsccoce -995
Equals tax subject to SUrcharge ..eceececvsceccocscccncvasacss 487
Five percent surCharge c..evececsersarssscesscsvsosocasssssesans 24
Tag after surcharge ticceesccececracaerescoronceococcansonnas 1,506
Tax increase (surcharge).as percent of present law tax ....... 1.6%
Offiée of thé Seéretary of fhe Treasury October 8, 1974

Office of Tax Analysis



Case F: $15,000 Income

Wages (adjusted gross incolne)...."...................‘......O $15’000
LESS one. personal exemptianS'(@' $750) ..t.lolo.-oo;-.lccl.oct -750

Less deductions for personal expenses (assumed 17 percent’
of inco!ne) .....0......00.QIQ'.....'....'.l.G...Q.O..I....... -22550

Equals taxable inccme .o-o.ont..Q.O....0000.0...:..'0.0"-.0..0.‘ 11’700
Tax before SurCharge ® 0360000000000 90000000 00000 E0NINOSSEBSCEOETYTS 2’549

Less surcharge floor for single YEtUINS e..veeeeecrccessescsnes an=993

Equals tax Subj eCt to surcharge ® 0 ¢ 8 00 8 ¢ 2050 0O SO BT OSSO E 0t e 1’554

Five percent surcharge .o.eeeeeeesscenssccesosscsncersnsosscnss 78

Tax after SurCIlarge 8 0 6 0 00 08500 0 50000 S8 OO0 0N PC B S0P OO O E R sae saR 2’627

Tax increase (surcharge) as percent of present law tax e...... 3.1%
Office of the Secretary of the Treasury October 8, 1974

Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Familieé
CaseG ...I'CQ....Q..'I..IC'..'.C..C.’.. $25,000 income
CaseH LI B BE BN BN BN B BN BN BB RN BY BN BN BN BN BB BE BN BN BY RN B BN BN B BN I ) $30’000 incme

Case I G000 0s00sesr 0000 r 00000 ess s $40,000 income

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis



- 13 -

Case G: $25,000 Income

Wages (adjusted gross income)e.cceessecsccocsecsscocoscscnnans $25,000
Less four personal exemptions (@ $750) sececcvcocesscacescnses -3,000

Less deductions for personal expenses (assumed 17 percent

Of INCOME) ¢.eeceieoesacesccncesosccnisscossscsasncssessacsass =4,250
Equals taxable INCOME seiueevescocccccsssesocsonnscacassassons. 17,750
Tax before surcharge P 3,750
Less surcharge floor for joint returns ...,.............3..... -1,820
Equals tax subject to suréharge eesecescssssrsesssssasrecvesosse 1,930
Five percent surcharge c..eeeeesccesccesesscccsososcssosacssonse 97
Tax after surcharge ..icececseccsscessasossassssosscsscssssssans 3,847
Tax increase (surcharge) as percent of present law tax cerenee 2.6%

Office of the Secretary of the Treasury
Office of Tax Analysis October 9, 1974
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Case H: $30,000 Income

Wages (adjusted gross income) ....eeceecececcescvscasccsassoces $30,000
Less four personal exemptions (@ $750) ...ceeveceosoconcsccoas -3,000

Less deductions for personal expenses (assumed 17 percent

Of INCOME) cvververeerocensesossascsessssosssssasssccsassone =5,100
Equals taxable income ....c.eveveeecescesecccosscoeiaccocsnsans 21,900
Tax before SUTChATEEe vuueveececossescascassasnssssacsacannonss 4,988
Less surcharge floor for joint returns ..............;........ -1,820
Equals tax subject to surcharge .....cevevecececccecccenccenne 3,168
Five percent surcharge ...eccececsecsccessnscoscasscscsssoascsoa 158
Tax after SUrCharge .ceccesescssressesoscscensssasassscscsoncssana 5,146
Tax increase (surcharge) as percent of present law tax ....... 3.2%
Office of the Secretary of the Treasury Octobér.9, 1974

Office of Tax Analysis
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Case I: $40,000 Income

Wages (adjusted gross income) ...cceceesecceccoscosscccosscccns $40,000
Less four personal exemptions (@ $750) ...........;........... -3,000
Less deductions for personal expenses (assumed 17 percent

Of INCOmMe) ..vuveecconsenccosacensesasssnrsconsassasennnanss -6,800
Equals taxable income et eereeeeteeieeaeieriaterraiieenaeane 30,200
Tax DefOre SUTCHATEE «veevrsarenoneonencsonenssnsssanasennnses 7,958
Less surcharge floor for joint returns ....ecceceoceccscsccsce -1,820
Equals tax subject tO SUFChATEE w.ueeveseeeescscscncosconennss 6,138
Five percent SUrCharge c.eeoecocecsccsaccscsacssassncsscasonceone 307
Tax after suUrcharge ...ceeevecceceorsecsscsssoosecsscssoscsases 8,265
Tax increase (surcharge) as percent of present 1law tax e..cee. 3.9%
Office of the Secretary of fhe Treasury October 9, 1974

Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Single Taxpayers

-~

$20,000 income

Case J ;o.-.00.-..0-.010...0001'0000.

$25,000 income

case K ....0‘..‘..0...0l......l;'..ll

$30,000 income

' CasevL G0 0 S0 0RO ICOOLTERENOEGEOEBDRPOEAEITOIOE

Office of the Secretary of the Treasury October g, 1974
Office of Tax Analysis



Case J: $20,000 Income

Wages (adjusted gross income)ecceceescscoccecsecsocsscacsacseres
Less one. personal exemptions(@ $750) oo-oooao-ooo;co-;-ooooo

Less deductions for personal expenses (assumed 17 percent’

Of inCCmE) @ % 00 00 % 20V E LT BEIIO NS GNNSR0SO SIEEerBOIEPOISQGTOEARRTYS

Equals taxable income .......................,...,...{.......5

$20,000

=750

-3,400

15,850
Tag before surcharge .essseececcecccoscssssssssrescoccocsscscse 3,783
Less surqharge floor for singe returns ...,.....f.......%..... =995
Equals tax subject to SUICHATEE wueueeeeeeeesssssnsseneeessees 2,788
Five percent surcharge...................c.....;........;..... 139
Tax after surcharge R R PR PP PR PR Y 3,922
Tax increase (surcharge) as percent of present law tax ce.ee.. ‘3'7%
Office éf the Secretary of the Treasury October 9, 1974

Office of Tax Analysis
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Case K: $25,000 Income

. “lges (adjusted gross income) .ooo'ooooonoo-coocooo-ooooocoooo-$25’000
Less one personal exemptions (@ $750) secessscacgsscecsvacssen =750

Less deductions for personal expenses (assumed 17 percent
of incme) "O.Q..l..'..Q'..".,.....l."..".Q.‘.l......‘.... -4a250

Equals taxable income Ceeeeateeneceenseresecencsesnnesnsesenes 20,000
Tax before surcharge ....................;..{....;.........;... 5,230
Less surcharge flgor for singl returns ...eeveeececcoscssessases =995
Equals tax SUDJECt £O SUICRATEE eeeveveeeoseeseceonsosoaceans 43235
Five percent surchafge'.......................;............;.. 212
Tag after SUrcharge (vieeeecescescasscscscssassassascsssccncns 5,442

Tax increase (surcharge)'as percent of present 1law taX ....... 4. 1%

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis
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Case L: $30,000 Income

Wages (adjusted gross income) ceescscsscccscesescesvastenacscecs $30,000
" Less one personal exemptions (@ $750) Cetesecsseessesacnsenas =750

Less deductions for personal expenses (assumed 17 percent
of income) or minimum standard deduction. eececsscsscesescsees =2,100

Equals taxable inCOME ..u.csevessecssscsssesscsasoscsascassssas 24;150
' Tax before surcharge ..........................:...........,.._ 6,850
Less surcharge floor for single returns ......................; —=995
Equals tax subject to surcharge ...........;.................. 5,855
Five percent surchargé e 293
Tax after surcharge t et teraeeecaetaaneeaceeeettanaereaaennans 7,143

Tax increase (surcharge) as percent of present 1law taxX ..eeeces 4.3%

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis )



SUMMARY OF FACTS ON TAX CUT BILL

Rebate of 1974 taxes

--rebate generally equals 10% of 1974 tax liability
--minimum rebate equals lesser of actual tax liability

or $100
--maximum rebate equals $200, phased down to §$100

between AGI $20,000 and $30 000
--for married persons filing separately, $50 minimum

$100 maximum and phase down between $10,000 and $15,000
--rebates disregarded for purposes of other benefit programs

COST: $8.1 billion

Standard deduction changes

--minimum standard deduction (low income allowance) in-
creased from $1,300 per return ($650 for married
persons filing separately) to $1,900 for a joint
return or surviving spouse, §1, 600 for single persons,
and $950 for married persons f111ng separately

--maximum standard deduction increased from 15% of AGI
(with a maximum of $2,000, or $1,000 for -a married
person filing separately) to 16% of AGI (with a
maximum of §$2,600 for a joint return or surviving spouse,
$2,300 for a single person, and $1,300 for married
persons filing separately

--effective for one year (generally 1975 calendar year)

COST: §$2.5 billion

Personal exemption tax credit

--new $30 per exemption tax credit (except blind and
aged exemptions) in addition to present law personal
exemptions

--effective for one year (generally 1975 calendar year)

COST: $5.3 billion



Earned income credit

--refundable credit equal to 10% of earned income of
an eligible individual with maximum of $400

--to be eligible, must maintain a household within the
United States that includes a dependent child

--maximum credit phased down to zero between AGI
$4,000 and AGI $8,000

--under AFDC provisions, the earned income credit is
taken into account in determining AFDC eligibility

--effective for one year (generally 1975 calendar year)

COST: $1.5 billion

Child care deduction

--increases the income level at which the phase out of
of the maximum allowable deduction (§4,800) begins.
The old phase out began at $18,000, phasing down to
zero at $27,600. The new phase out begins at $35,000,
phasing down to zero at $44,600 -- permanent change.

COST: $0.1 billion annually

Sale of principal residence

--increases from 12 to 18 months the period. during
which the seller of an old principal residence must
purchase a new principal residence, if he wishes to
apply section 1034 to avoid recognition of gain. When
construction of the new principal residence is begun
by the taxpayer himself, the period is increased from
18 to 24 months.

--permanent change - COST: Nominal

House purchase credit

--new tax credit for purchases of a principal residence
equal to 5% of the taxpayer's tax basis, with maximum
credit of $2,000. A taxpayer's tax basis in a new
principal residence may be less than cost if, for example,
he sold an old principal residence, avoided recognition
of gain through the application of section 1034, and
was required to reduce his basis in the new principal
residence by the amount of gain not recognized.

--applies only to purchases of new houses (including mobile
homes and residential units in condominiums or cooperative

housing projects). That is, the taxpayer must be the
first occupant.



- 3 -

--applies only to new houses, etc., the construction
of which was commenced prior to March 26, 1975.

--purchaser must attach to his tax return a certification
by the seller that the purchase price is the lowest
price at which the residence was ever offered for sale.
If the certification is false, the purchaser may
recover, in a civil action, three times the difference
between the purchase price and the lowest offered price
(plus a reasonable attorney's fee) and the seller may
be prosecuted.

--effective for acquisitions after March 12, 1975, and
before January 1, 1977, but applies to 1976 acquisitions
only if constructed by the taxpayer or acquired by
the taxpayer under a binding contract entered into
before January 1, 1976.

COST: $0.6 billion
8. Withholding

--new withholding tables reflecting standard deduction
changes, personal exemption tax credit, and earned
income credit to take effect May 1, 1975. 1IRS
advises that employers may be unable to meet that
deadline even if new tables made available by IRS in
record time.

9, Investment credit

--two year increase in investment credit from 7% (4%
in the case of public utilities) to 10%. Upon
lapse of the temporary increase, public utilities
would again be eligible for a 4% credit only.
--additional 1% credit (for total 11% credit) during the
two year temporary period for corporate taxpayers
only and on condition that stock of the taxpayer
(or a parent corporation) having a value equal to
the tax savings generated by the additional 1%
credit is transferred to an employee stock ownership
plan (ESOP). No deduction is allowed to the employer
for the transferred stock, and the employees are
not taxed until they receive distributions from the plan.
The plan may be a qualified or a nonqualified plan.



--for public utilities, increase in the portion of
tax liability that may be offset by the investment
credit from 50% to: 100% in 1975 and 1976, 90% in
1977, 80% in 1978, 70% in 1979, 60% in 1980, and
back to 50% in subsequent years

--increase from $25,000 to $100,000 in amount of used
property that may qualify for investment credit

--provision for credit to be allowed as progress
payments are made, a permanent change

COST: $3.3 billion

10. Corporate tax rate changes

--surtax exemption (which determines amount taxable at

rates below 48%) increased from $25,000 to $50,000
of taxable income

--rate on first $25,000 of taxable income reduced
from 22% to 20% (second $25,000 of taxable income
will be taxable at 22% rate, balance of income at
48% rate)

--effective for taxable years ending in 1975

COST: $1.5 billion

11. Accumulated earnings tax

--minimum accumulated earnings tax credit increased
from $§100,000 to $150,000
--permanent change -*COST: Nominal

12. Work Incentive (WIN) Program Tax Credit

--win credit of 20% of wages paid to a new employee
during first 12 months of employment extended to
employment of welfare recipients if employment
lasts at least one month. Under present law, the
new employee must be a participant in the WIN
program administered by the Departments of Labor
and Health, Education and Welfare and must be
employed for at least 24 months

-+as under present law, the new employee may not
displace another employee
















































































































































































































































Revenue
Individual Tax Cuts
Business Tax Cuts

Social Security and

Unemployment Comp. Changes

TOTAL

Tax Increases

Depletion

Foreign

Net Revenue Loss of le]

$18.1 billion
4.8

1.9

$24.8 billion

$ 1.7 billion
.3

$22.8 biltion
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